The concept of framing is used to describe how a "Quality of Earnings" theme was constructed and implemented in Intermediate-level Financial Accounting. Specific curriculum tactics, including student-generated definitions of quality of earnings and a variety of cases are described as part of a framing strategy at the start of the course and subsequent reinforcement of such a strategy throughout. The complexity and central importance in accounting and accounting education of quality of earnings make this construct especially valuable in conceptualizing, designing, and implementing accounting curriculum.
I n this paper, we argue that quality of earnings can serve as a productive framing device and a unifying theme in curriculum design and learning in Intermediate Financial Accounting, and that such a construct has several desirable pedagogical features. Intermediate Financial Accounting, with its traditional emphasis on standards and the preparation of (usually) GAAP-basis accounting information, has often been perceived as a problematic course with an overemphasis on technical rules (Albrecht and Sack 2000; Catanach et al. 2000; Jennings 1998 )-thus our motivation for experimenting with and introducing a curriculum based upon a strong integrative conceptual theme, "Quality of Earnings" (QOE). In 1998, we changed our undergraduate Intermediate Financial Accounting course toward a QOE orientation, and adopted (as one part of the change strategy) a text with a focus on the use of accounting information in practice. 1 We made a similar change to a secondyear Financial Accounting elective for Finance majors in our M.B.A. program in Fall 2000. We would argue that QOE, as a foundational curriculum frame and theme, has value well beyond just Intermediate Financial Accounting and similar financial accounting courses, and should be considered in other accounting courses as well.
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We thank Russell Craig, Ole-Kristian Hope, Walter Teets, and participants It has been our experience that students have not reacted favorably to Intermediate Financial Accounting as traditionally taught. It is regarded as largely mechanical, a lengthy series of technical procedures to be committed to memory, and even if cases are incorporated into the curriculum, a strong, emotive, socially desirable theme is still lacking. We submit that a QOE theme, framed and reinforced in a manner similar to that described in this article, has good potential to overcome such adverse student reaction. We accomplish this by illustrating how financial accounting as a social system and process links to finance, and by illustrating the potential strategic and political roles played by financial accounting within an organization. The feedback we have received from our students in the form of questionnaire responses and open-ended course evaluation comments has been overwhelmingly positive. We believe that our approach enriches the educational experience for our students, and by extension, enriches our experience as teachers in the classroom.
The remainder of this paper is organized as follows: the next section describes the concepts underlying our approach to using quality of earnings as a framing device for Intermediate Financial Accounting. The benefits of implementing a quality of earnings theme in Intermediate Financial Accounting are discussed in the third section. The fourth and fifth sections show how the Quality of Earnings theme is established and reinforced in our courses through framing definitions and examples. Summary and conclusions are in the final section.
QUALITY OF EARNINGS AS A FRAMING DEVICE IN INTERMEDIATE FINANCIAL ACCOUNTING
"Quality of earnings" is potentially a rich rhetorical 2 expression, with considerable promise for evoking broad integrative thinking on the part of accounting students. In order to pique such potential, we take advantage of regarding QOE as a rhetorical device, and employ an approach to curriculum design and implementation based upon the concept of framing (Benoit 2001; Entman 1993) , in order to establish the QOE thematic culture of the course. Entman (1993) describes the concepts framing and frames as follows:
Framing essentially involves selection and salience. To frame is to select some aspects of a perceived reality and make them more salient in a communicating text, in such a way as to promote a particular problem definition, causal interpretation, moral evaluation, and/or treatment recommendation for the item described. Typically, frames diagnose, evaluate, and prescribe.… (Entman 1993, 52 ) (emphasis in original) Entman (1993) writes that frames perform four important rhetorical functions (define problems; diagnose causes; make moral judgments; and suggest remedies), and that they do so by functioning in one or more of the following "locations in the communication process": the communicator, the text, the receiver, and the culture. Communicators make conscious or unconscious framing judgments in deciding what to say, guided by frames (often called schemata) that organize their belief systems. The text contains frames, which are manifested by the presence or absence of certain keywords, stock phrases, stereotyped images, sources of information, and sentences that provide thematically reinforcing clusters of facts or judgments. The frames that guide the receiver's thinking and conclusion may or may not reflect the frames in the text and the framing intention of the communicator. The culture is the stock of commonly invoked frames; in fact, culture might be defined as the empirically demonstrable set of common frames exhibited in the discourse and thinking of most people in a social grouping. (Entman 1993, 52-53) (emphasis in original) "Framing" is important since "[a]n audience's interpretation of and reaction to a person, event, or discourse can be shaped by the frame in which that information is viewed" (Benoit 2001, 72) , and has been studied in a variety of settings, including politics (Iyengar 1990) , decision making (Tversky and Kahneman 1981) , the U.S. Senate interrogations of Clarence Thomas and Anita Hill (Simons 1994) , accounting and auditing research (for example, Emby and Finley 1997) , among many others. Goffman (1986, 10-11) describes frames as "principles of organization which govern events-at least social ones-and our subjective involvement in them" and argues that they "provide background understanding for events" (Goffman 1986, 22) . The role for an educator is to provide leadership in the accounting classroom. Framing is important since "leadership constructs meaning by influencing how events are perceived and interpreted through symbolic and linguistic tools" (Buzzanell 1996, 243) , and framing is "a quality of communication that causes others to accept one meaning over another" (Fairhurst and Sarr 1996, xi) .
How should our accounting courses be framed for students? How should accounting issues within those courses be framed? As merely technical problems with (albeit at times challenging) technical answers? Do the metaphors and other tropes that we (almost always unawares) use to frame our questions and other assignments, and indeed the underlying theme of the entire course, narrow or broaden our students' horizons? We believe that important curriculum choices such as selection and design of framing devices should be made explicitly and with curriculum goals in mind. One example of a curriculum goal that assists us in justifying the employment of "Quality of Earnings" as a framing device is what Langer and Moldoveanu (2000) call "mindfulness"; a concept that they describe as:
the process of drawing novel distinctions. It does not matter whether what is noticed is important or trivial, as long as it is new to the viewer. Actively drawing these distinctions keeps us situated in the present. It also makes us more aware of the context and perspectives of our actions than if we rely upon distinctions and categories drawn in the past. Under this latter situation, rules and routines are more likely to govern our behavior, irrespective of the current circumstances, and this can be construed as mindless behavior. The process of drawing novel distinctions can lead to a number of diverse consequences, including: (1) a greater sensitivity to one's environment, (2) more openness to new information, (3) the creation of new categories for structuring perception, and (4) enhanced awareness of multiple perspectives in problem solving….When one is actively drawing distinctions, the whole individual is involved. (Langer and Moldoveanu 2000, 1-2) We contend that an Intermediate Financial Accounting course constructed by using the rhetorical theme "Quality of Earnings" as a framing device has good potential to open up students to the complexity and richness of accounting as a social practice, and to nudge us as accounting educators to establish what Ritchhart and Perkins (2000) call the "mindful classroom," which they describe as: a place where mindfulness is cultivated on many levels and over time. Through the introduction of ambiguity…a form of "conditional instruction" can be applied that extends beyond the narrow presentation of material to the broader exploration of ideas and problems…[so that examining phenomena] from various perspectives encourages students to see the world as a place in which they are active agents in constructing meaning and building understanding. Practices such as these support the development of students' sensitivity, inclination, and ability and nurture the disposition of mindfulness. (Ritchhart and Perkins 2000, 45) How powerful might appropriately designed rhetorical framing be? Literature in education and communications contexts suggests that it might be very powerful, indeed. In an educational context, Batstone (2000) -drawing upon Schön (1993) -provided evidence that metaphoric frames "can influence how a problem is perceived, as well as the possibilities that are generated for its solution" (Batstone 2000, 251) . In the communication discipline, Benoit (2001) shows how Bill Clinton, in his 1996 presidential nomination acceptance speech, "enacted rhetorical framing through skillful use of metaphor" (specifically, the metaphor a "bridge to the future") so that "Clinton's metaphors effectively functioned as frames for favorably interpreting himself and his agenda-as well as for unfavorably interpreting Dole and his agenda" (Benoit 2001, 70) . Benoit (2001, 82) describes "five key principles" about the effective use of rhetorical devices (in his case, metaphors) as framing mechanisms:
• "First, not all metaphors are equally appealing, so rhetors should select a metaphor that is likely to resonate with the audience." Quality of earnings satisfies this principle quite well. Indeed, it is a paradigm of resonation since it is central to current professional discourses in accounting, finance, and business generally; • "Second, the metaphor should facilitate the rhetor's apparent purpose…. [it] should not be considered as a stylistic embellishment, but as an organizing principle that facilitates the rhetor's goals." Far from being a mere "stylistic embellishment," quality of earnings is indeed the "organizing principle" in our Intermediate Accounting course that is central to helping us achieve our teaching goals of "mindfulness" (Langer and Moldoveanu 2000; Ritchhart and Perkins 2000) and cognitive growth (Amernic and Enns 1979) for our students; • "Third, the rhetor should employ the metaphor throughout the discourse, rather than just in a limited section." We describe in the fourth section how quality of earnings sustains the opening module in Intermediate Accounting, and in the fifth section, its importance throughout the course as subsequent course materials and pedagogy build upon and complement the initial framing; • "Fourth, the metaphor and its discourse should be internally consistent." If the rhetorical device we use, in our case QOE, is not consistent with substantial parts of our curriculum, then our attempt at rhetorical framing will have little effect and may even be adverse (for example, if the cases and other curriculum materials that we used did not reflect the richness and equivocality of the QOE construct). This is an extension of the third key principle previously addressed. Consequently, cases emphasizing QOE are employed throughout the course, and even when the focus is on more technical aspects of topics, QOE implications are emphasized. To further reinforce our emphasis, the final assignment is a major project involving a QOE assessment (see the "Nortel" assignment description in Appendix C); • "Fifth, rhetors are well-advised to encourage the audience to participate in constructing the metaphor." As shown below, in our course the students literally help to co-construct quality of earnings.
Thus, from a rhetorical perspective, quality of earnings-in the way we have interpreted it here-seems to have considerable potential as an effective framing device in Intermediate Financial Accounting.
BENEFITS OF IMPLEMENTING A "QUALITY OF EARNINGS" THEME IN INTERMEDIATE FINANCIAL ACCOUNTING
Implementing a QOE theme in Intermediate Financial Accounting, as we suggest here:
(1) Commits curriculum designers to the extensive use of real financial accounting and business information, along with the attendant "messiness" and uncertainty found in "real life." The course textbook is, therefore, relegated to a "decision support system," where it probably should have been all along. Using real data, however, implies a commitment on the part of instructors to work with students until they develop confidence in the use of live, lengthy, complex, often chaotic data, such as 10-K reports or prospectuses. Working with students in this way is very consistent with the educational benefits of enhancing students' cognitive growth by the managed withdrawal of structure over time (see Amernic and Enns 1979; Amernic and Beechy 1984) ; however, it is labor intensive. (2) Commits curriculum designers to the fundamental notion that accounting information and processes are not, in reality, siloed into financial accounting, management accounting, management control, etc., but that accounting information is a variegated information system and language, that profoundly impacts many aspects of a company's strategic and operating activities. As an example, financial accounting constructs such as "earnings" often find extensive use in management control systems as profit measures, or as the "raw material" for metrics such as Economic Value Added  . Financial accounting information used in such settings is unavoidably the subject of contentious, and indeed ideological, discourse (see, for example, Amernic et al. 2000) . (3) Encourages examination of the linkages between financial reporting and corporate strategy. Top management uses financial accounting "talk" in strategy discourse. Strategic objectives are often in financial accounting terms, and top managers' "corporate worldview" might be constructed in financial and accounting terms (Hines 1988) . Indeed, part of the strategic corporate communication function with respect to a company's outside constituencies might reasonably be the establishment of a reputation for high-quality earnings. (4) Encourages consideration of financial reporting as part of tactics formation in certain contexts. For example, in collective bargaining in unionized firms, financial accounting information such as reported net income and other financial accounting outputs is often alleged to be important in assessing an employer's ability to pay a wage increase. (Amernic [1985] and Craig and Amernic [1994] use a collective bargaining setting to illustrate the utility of role playing in accounting education.) (5) Has significant direct benefits and costs for instructors. Direct benefits include:
(a) a closer tie between many teaching and many research genres; (b) working within a discourse as pedagogy that is real, rather than the artificial construction of textbook exercises and problems; (c) better self-image ("I no longer teach accounting/bookkeeping, but rather a socially relevant, complex information and communication system that just happens to have a uniquely important historical pedigree"). (6) Implies a process of education toward understanding, strongly linked to educational literature related to cognitive growth (Amernic and Enns 1979; Amernic and Beechy 1984 ) and Schön's (1987) work on educating the reflective practitioner. Understanding quality of earnings is part of a process of becoming educated, and most assuredly not a simplistic task of learning and applying a definition. Thus, it is an experiential approach. Students' understanding of quality of earnings at the start of the course and at end of course are quite different; indeed, there seems to be a phase during which some students need the certainty of a highly structured definition, and may find the whole idea of quality of earnings uncomfortable, and yearn for the "safety" of a more mechanical, technical course. But we believe that our students will benefit, educationally, by recognizing that earnings construction is a process that depends upon a system. This system has structural features both outside and inside the corporation, and also depends on human attitudes and behavior. The final reported earnings number is certainly not unique and, as shown by evidence provided in two major research studies sponsored and published by the American Accounting Association (Thomas 1969 (Thomas , 1974 , "income measurement-one cornerstone of accounting-is largely an ambiguous and impossible endeavor" (Manninen 1996, 655) . So, the phrase "quality of earnings" does not refer simply to an unambiguous technical phenomenon, but rather it refers, rhetorically, to a complex social process; the visible outcome of which is a set of accounting numbers and disclosures. But we must not ignore the additional teaching and learning challenges that such an introduction of equivocality creates. For example, not all students at the beginning of Intermediate are at sufficiently high levels of cognitive complexity to fully benefit from the significant uncertainty and equivocality that are a necessary feature of such an approach; so pedagogical strategies such as the planned withdrawal of structure are worthy of consideration (Amernic and Beechy 1984) .
QOE THEME IN PRACTICE (A): SETTING THE QOE THEME THROUGH FRAMING DEFINITIONS AND EXAMPLES AT THE START OF THE COURSE
During the first module of Intermediate Financial Accounting, 3 the phrase "QUALITY OF EARNINGS" is shown on a slide, overhead, or a chalkboard, with the instructor making no comments. Students are then asked to briefly construct a definition for this phrase, and write it on a piece of paper (with no indications of their identity). Some will "panic mildly" since they likely will not have "learned" or "memorized" such a definition before-these students need reassurance that (1) this introductory exercise is anonymous; and (2) what is important is their definition of this phrase, at this point in time. Next, a short, preliminary, hypothetical case is distributed, such as Office Equipment Inc. shown in Appendix A (a solution commentary is included), and students are asked to briefly develop evidence supporting a judgment about the company's QOE. If time is a problem, then the completed cash flow statement without the accompanying discussion may be distributed in class. The focus is then entirely on the discussion, with a reduction of class time from about one hour to 30 minutes. Based upon the students' analysis of the short case, they are then given an opportunity to revise their definition of QOE. Five or six now-revised student-generated definitions are then gathered from volunteers and transcribed on the overhead, chalkboard, or other device, and left in plain view. The instructor then leads a brief discussion (about ten minutes), the goal of which is to identify common features in the student-generated definition samples, and also any features unique to any one of the definitions. The instructor should then ask, "Why is quality of earnings an important concept?" and record a sample of student suggestions.
Next, a selection of "more formal" definitions of quality of earnings 4 is distributed:
• "Quality of earnings measures how much the profits companies publicly report diverge from their true operating earnings" (Donnelly 1990 , Section C); • The editor of the Journal of Financial Statement Analysis wrote that when financial analysts use accounting earnings in valuation, the "key is to separate economic value-added from 'cosmetic' earnings managed, value-added" (Brown 1999, 63) , and that:
[e]arnings quality may be lacking for obvious reasons-reported earnings include a large, one-shot revenue item that has no bearing on future earnings potential, for example, or substantial research and development write-offs that unduly depress current earnings. But a much more subtle factor particularly complicates the assessment: Management teams often can manage the level or trend of reported earnings. (Brown 1999, 61) 3 The "first module" requires about three hours, which may-depending upon institutional constraints-be broken up into two or three class meetings. 4 Highly technical definitions used in accounting research are avoided, such as the one by Green (1999, 387, 389) : "'quality of earnings' [is defined as] the relationship between profitability and cash generating ability…it may be argued that earnings are "high quality" as the relationship between profit generating ability and cash generating ability is perfect….To the extent that the firm-specific time-series correlation is low, however…the quality of earnings is poor."
• "Quality of earnings relates to how well accrual accounting earnings capture the underlying economic performance of an enterprise for a particular period of time. One important dimension of earnings quality is how sustainable or persistent the reported earnings number is. Poor earnings quality occurs when there are transitory components embedded in earnings that are not sustainable, rendering the current earnings number a poor indicator of future performance." But no simple definition may be expected to capture this complex concept, since it involves disclosure (for example, disclosing "bad" news accurately and promptly, the readability and understandability of financial statement notes, the descriptions and analyses given in the MD&A), and management's strategic actions (for example, deciding to exit an unprofitable business, taking special care with respect to environmental insult) and operational actions (for example, ordering that maintenance be put off until early next period so that this period will not report the cost), in addition to the above-noted items.
"Management can improve earnings in the short run by:
• Changing accounting methods;
• Adjusting expense estimates (e.g., increasing estimated useful lives of fixed assets or reducing bad debt expense estimates); • Altering timing of revenue or expense recognition (i.e., shifting revenues or expenses from one period to the next)."
"Examples of low-quality earning items include:
• One-time gains and losses from sales of assets;
• Liberal accounting choices that increase profits in the short run;
• Reduction in discretionary expenditures for R&D, advertising, and maintenance; • Illusory profits from LIFO (last-in, first-out) liquidations. A variety of other examples could be listed here." (Adapted from Revsine et al. 1999b, 167.) • "Quality of earnings is a judgment about the appropriateness of financial accounting information for a certain purpose, given the variety of technical accounting judgments and decisions that have been made, the adequacy of disclosure and transparency, and the context of the business entity and its environment. Adherence to GAAP, based upon an unqualified opinion of an independent external audit organization, is a necessary but insufficient condition to ensure a high quality of earnings in a particular situation" (definition constructed by authors). This definition may be made even more equivocal by suggesting that adherence to GAAP may well not be a necessary condition in this definition.
These "more formal" definitions of QOE show that QOE is not a unitary concept, that there are several ways of defining QOE, that there are valuable aspects in the student-generated definitions, and that QOE, inherently, is contentious and is therefore difficult to define. It also shows that people may be referring to QOE without using the term explicitly.
This approach to the start of Intermediate Financial Accounting (beginning with student-generated definitions of a phrase that the students likely have not seen defined previously, but which they probably will accept as being an important phrase in connection with accounting; sharing "more formal" definitions; discussing and acknowledging the relevant aspects of each student's definitional attempt; discussing and acknowledging the difficulty of defining QOE and the resulting equivocality of such attempts) accomplishes two major pedagogical objectives:
(1) It draws upon the rhetorical use of definitions in steering thought and argument (McGee 1999), and thus serves as a powerful framing device; (2) It leads effectively to a culture of the "mindful classroom" in Intermediate Financial Accounting. Beginning the course with an extended interchange focused on QOE definitions and the explicit rhetorical character of QOE definitions, including their equivocality, encourages students to develop selfconfidence about their perspectives and their potential for creative engagement with socially-important accounting issues.
At this point in this first module of the course, two reinforcement strategies are useful. First, we distribute a handout summarizing current concerns about QOE in order to firmly establish the importance of the construct. A variety of different handouts are possible, but we have found that speeches or articles by leading regulators make a deep impression on our students, so we use a handout such as SEC (Securities and Exchange Commission) chief accountant Lynn Turner's June 14, 1999 speech entitled "The Year of the Accountant," which was highly critical of financial reporting practice and was given at the SEC Institute and posted on the SEC's web site. We do not go over the speech in detail (the students will do this on their own, later), but just highlight a few of the more pertinent comments. We spend no more than ten minutes on this, but it is time well spent because it further establishes credibility of QOE as a curriculum foundational theme. In other words, we are employing the ethos of the SEC's Chief Accountant in a rhetorical sense to support the contention that QOE is central to accounting.
Second, we complete our introductory module in Intermediate Financial Accounting by inviting the students to form a preliminary judgment about the QOE of a real company in a case that we distribute. We give them about 20 minutes to read the case and make some parenthetical remarks about QOE, then ask them to caucus in groups of three or four for another 15 minutes in order to develop evidence supporting a tentatitve "high," "medium," or "low" QOE judgment, as well as a list of "what other information would you like to have?" We have used a variety of cases for this key purpose of showing "QOE in action" and thus reinforcing the QOE theme introduced by this first module and its important framing role, and have found that cases with the following type of characteristics seem most effective:
• the case should be about a real company; • the case should be relatively short, no more than three or four pages in length, but not as short as the preliminary hypothetical case above (Office Equipment Inc.); • the company and industry should be one with which the students are familiar;
• the technical accounting issues involved should be based upon what we can reasonably expect students to be familiar with from their introductory course(s), since this is the first class in Intermediate Financial Accounting. If we use a case that contains standard Intermediate topics such as pension accounting, for example, the effectiveness of using this material as part of a QOE enculturation strategy at this crucial first part of the course is virtually defeated as the students' attention would be somewhat overwhelmed with technical accounting questions.
Live, short cases, using well-known companies and not having significant "Intermediate Financial Accounting technical" topics are ideal for this rhetorical, persuasive, role in establishing the QOE curriculum theme at an early stage in the course. An example of material that has worked well is Walt Disney Productions 1940 (see a brief description in Appendix B). This case is based upon excerpts from the first published report of the Disney company for the fiscal year ended September 28, 1940. This case has benefits in addition to its use in reinforcing the framing role of QOE at this point in the module-it can be used also to stimulate student reflection and discussion about whether QOE has, generally, improved since 1940 (for comments on using historical published financial accounting material in teaching, see Amernic and Elitzur [1992] ).
In our classes we emphasize that QOE involves the totality of the information/communication environment under consideration (see Jonas and Blanchet [2000, 354] for similar views expressed by accounting practitioners as follows: "we believe a comprehensive discussion about quality [of financial reporting] should ultimately encompass more than financial statements….") We summarize our view of QOE toward the end of this first module of the course with the following handout (which we proffer to the students as being open to both challenge and discussion):
QOE is, we contend, a judgment about the appropriateness of financial accounting information for a certain purpose, given the variety of technical accounting judgments and decisions that have been made, the adequacy of disclosure and transparency, and the context of the business entity and its environment. Adherence to GAAP, based upon an unqualified opinion of an independent external audit organization, is often (but not always) a necessary but insufficient condition to ensure a high QOE in a particular situation. Exhibit 1 suggests, schematically, some of the important "players" and relationships in the financial reporting process. But even though Exhibit 1 suggests considerable complexity, it also hides complexity; for example, "Management" is portrayed as a monolithic unity in the exhibit, and thus the influence of the internal structure of the accounting entity is ignored (aside from the Internal Auditor and Audit Committee). But in reality, a reporting entity's management control system may exert considerable impact on QOE, from a variety of perspectives (including corporate culture and ethical climate, responsibility centre designations). Consequently, the quality of externally reported earnings is contingent to a significant degree on the reporting entity's internal incentive systems, as Enron and other examples vividly show.
Financial accounting information has numerous uses, some direct and some indirect: general monitoring of companies by governments and society; corporate governance, particularly by accountable groups such as boards of directors; valuation; signals to capital markets; assessment of clients/customers/suppliers; contracting (including debt covenants, collective bargaining, helping assess ability to pay, etc.), management compensation ( 
Financial statements prepared according to GAAP:
• have at least a minimum, partly known level of quality assurance;
• are subject to judgment;
• are "general-purpose," and may have to be "custom-modified" to suit a specific purpose"; • are the output of a process involving a system of several players:
The labeled arrows in this schematic representation of the financial accounting reporting and communication system represent directed vectors of influence. For example, arrow (a) indicates that management influences the financial reports (management has the duty and responsibility of preparing the reports), while arrow (b) indicates that the financial reports influence management (as general "scorecards," and as part of executive compensation contracts, for example). An arrow from audit committee to financial reports might be justified as audit committees become more serious about their responsibilities. 
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QOE THEME IN PRACTICE (B): SOME EXAMPLES OF CASES AND ROLE PLAYING TO MAKE THE CURRICULUM OPERATIONAL AND REINFORCE QOE'S FRAMING FUNCTION DURING THE COURSE
If QOE is to be an effective, rhetorical framing and thematic device in Intermediate Financial Accounting, its use must be sustained strongly throughout the course in order to build upon and complement the initial framing described above.
5
Using accounting cases having a QOE focus throughout the course, in a supportive, encouraging environment, is likely the best way to continually reinforce the QOE theme and help students develop richer, more complex cognitive maps of QOE and financial reporting and accounting. We use a mix of cases within the framework of our QOE theme. The term "cases" is generic: our mix of cases involves restricted use of hypothetical mini-cases (see the Office Equipment Inc. case used as part of the early QOE "framing" in the first module, as described above and reproduced in Appendix A), as well as much greater use of short and long cases on real companies (the Walt Disney Productions 1940 case is an example of a short, real case: see Appendix B). We use published annual reports, prospectuses, SEC 10-K reports, and similar real, often complex material, especially during the latter part of the course when students have had a chance to develop an understanding and (hopefully) "mindfulness" (Langer and Moldoveanu 2000) as framed and inspired by QOE, and also some degree of cognitive growth (Amernic and Beechy 1984) .
Examples of more complex case material that we have used later in our courses are briefly described in Appendix C. Materials described in this exhibit have been used in the following ways:
• The "Nortel Networks 10-K QOE Assignment" was used with our undergraduate and our M.B.A. students (in different academic years) as a capstone assignment. The operating and strategic information in the 10-K provided students with contextual information within which to assess the company's QOE as the students analyzed a range of topics (revenue recognition; accounting for inprocess R&D; etc.); • The "Woolworth 1994 Special Committee Report" case has been used about halfway through both undergraduate and M.B.A. courses as an illustration of the impact of a company's management control system and corporate culture on reported earnings per share and thus QOE.
We also suggest that carefully managed role playing (Craig and Amernic 1994) has potential to reinforce the QOE theme during the course.
SUMMARY AND CONCLUSIONS
In this article we introduced a structured approach to implementing a Quality of Earnings theme in Intermediate Financial Accounting. We can summarize the suggested approach schematically as follows:
5 Sample course outlines are available on request from the authors.
Our approach employs the concept of framing, and depends upon the complex rhetorical nature of quality of earnings. That quality of earnings is a complex construct is reinforced not only by the variety of plausible and productive definitions, but also by closely allied discussions in the literature regarding Quality of Financial Statements vs. Quality of Financial Reporting (Jonas and Blanchet 2000) . Its complexity, equivocality, and central importance in accounting and accounting education make this construct so valuable-when regarded as a rhetorical constructin conceptualizing, designing, and implementing accounting curriculum.
One might ask why employ QOE as a framing device in Intermediate Financial Accounting instead of other alternative unifying themes? We believe that QOE is a particularly rich rhetorical expression, which has always been an important accounting issue and will continue to shape standard setting and public debate into the future. QOE has the added advantage of being an important area for ongoing research and affords instructors the opportunity to bridge their research interests with their teaching. This creates a classroom environment that exposes students to accounting research in a nonthreatening manner and encourages an open exchange of ideas that is rewarding to both the instructor and students alike.
Reinforcement of QOE frame during course by means of case materials and increasing richness and complexity of QOE construct/ definition Identification of QOE as rhetorical device; development and implementation of QOE framing strategy at start of course Selection of "Quality of Earnings" as course theme Capstone, integrative, case assignment with a QOE theme (Nortel Networks)
APPENDIX A Office Equipment Inc.
Office Equipment Inc. (OEI, for short) is a small company whose common shares are held by 31 members of the Relack family. OEI, which sells high-quality office furniture, was founded 20 years ago by Ms. S. Relack. She had the reputation among her relatives of being a sharp businessperson, if occasionally a little idiosyncratic, so they pretty much left the business in her hands. Besides, Ms. S. Relack owned 40 percent of the shares up to the start of 2000, while the remaining 60 percent were owned equally by each of the 30 relatives, so spending the time and effort to watch out for their then 2 percent individual interests did not seem worthwhile. In fact, they even thought it was too much of a bother to have a shareholders' agreement. The most recent financial data prepared under the supervision of Ms. Relack is in Exhibit A.
Abruptly (just last month-January 2000), Ms. S. Relack sold her share of the company (her management contract specified that she had the option of selling her shares to the other members of the family at "ten times the most recent net income"), resigned her position as CEO and also her position on the board of directors, and moved to a South Seas island. As one of the relatives exclaimed: "Why, she didn't even leave an email address where she could be reached!" For 1999:
EXHIBIT
Net income was $250,000; there were no extraordinary gains or losses, and everything was accounted for as being due to operations.
Issued $100,000 in common shares for notes payable; a major supplier had accepted the notes payable last year in lieu of payment.
Land was sold for $70,000 cash.
(Continued on next page)
Instructor's Comments
As noted in the main text of this article, students are requested to "briefly develop evidence supporting a judgment about the company's QOE." The following rather elaborate commentary on this short case will provide more than sufficient material for the instructor in leading a short discussion on this company's QOE at this early stage in the course.
(1) Cash flows and accrual income: The degree of correlation between cash flow (from operations) and accrual income has been argued to be an important indicator of QOE (Green 1999 Other financing activities Exchange of notes payable for common stock $100,000
EXHIBIT A (Continued)
Depreciation expense of $20,000 was recorded. Depreciable capital assets that were fully depreciated were sold for $30,000.
The "Investments" account consists mainly of "blue-chip" common shares that had provided a steady if unspectacular stream of dividend income to OEI over the years. They had been sold for $75,000 just after the stock market went into a tailspin in July. Sales were $1,500,000; 10 percent higher than in 1998. The increase was attributable to Ms. S. Relack's new policy of granting extended credit terms of 18 months to selected customers. All of the $1,500,000 in sales was on account.
Reported net income is +$250,000, but the reconstructed cash flow from operating activities is -$140,000. Part of this dramatic difference is due to the company's accounting policy of including nonoperating type disposal gains as "being due to operations," but the major factor is the huge increase in accounts receivable and inventories, as well as the very low depreciation expense (see below). Comparing the details of cash flow and net income suggests that the earnings number of +$250,000 relative to operating cash flow seems hard to justify for this company, and thus QOE appears to be very low.
(2) Further comments on QOE: Now that we've prepared a cash flow statement for OEI, we want to learn as much about the business and Ms. Relack's decisions as possible. Our assessment will be based upon the two questions that follow: a. The accounting policies that management chooses may provide an insight into management's attitudes, philosophies, etc. Critically evaluate the accounting policies used at OEI. Some comments on OEI's accounting policies:
• Depreciation is $20,000 per year, but building and equipment assets cost about $1,000,000; this implies a 50-year average service life. Doesn't this seem excessively long? So, is the $20,000 excessively understated, perhaps to inflate reported net income? • Should the accounting gains on the sale of land and B&E, and the accounting loss on the sale of the investments, be classified as nonoperating items? If "yes," then the net income number misstates sustainable income from continuing operations.
• Why is there apparently no allowance for doubtful accounts, especially since there is now a new, looser, credit-granting policy? Is this another overstatement of net income? Accounts receivable have increased by 100 percent, but sales are up by only 10 percent. • Inventory has increased by $350,000, but sales are up by 10 percent. How salable is the inventory on hand? What would a "lower of cost and market" approach to inventory valuation do in this case? A FIFO cost flow assumption is being used; is this inflating net income as well? • Is the revenue recognition point for "selected" customers appropriate? Since they were granted extended credit terms, should we either delay revenue recognition, or at the very least account for possible sales returns? • Why was no cash flow statement prepared and distributed to the owners? • It seems that an audit was not performed. Why?
Overall, the array of accounting policies chosen by Ms. Relack leads to serious questions about OEI's "quality of earnings." That is, how well does the income number, taking into consideration all the decisions that are behind it, represent the results of operations of the organization? Recall that cash flow from operations (CFO) is $(140,000), while net income is $250,000. The accounting decisions behind OEI's net income, along with the highly negative CFO, strongly suggest that Ms. Relack was selecting accounting alternatives in an unethical manner, and that the quality of OEI's earnings is very poor, indeed.
b. What management decisions made over the year are questionable?
Of course, we just finished complaining quite loudly about Ms. Relack's accounting decisions, which are an important type of management decision. We now turn to the business decisions that were made:
• CFO was negative, CFI (cash flow from investing) was positive, and CFF (cash flow from financing) was negative. This cash flow pattern is consistent with that of a downsizing company (Dugan et al. 1991) . Why are capital assets being sold off? Perhaps to generate cash flow when operations was not doing so? • Why were the blue-chip stocks sold off, especially just after the market declined?
Another attempt to generate cash flow when operations was not? • Was CFO artifically increased by deferring both accounts payable and (possibly) accrued wages?
• Why was the new credit policy adopted?
• Why was so much inventory purchased? Was there a link between Ms. Relack and certain suppliers? If so, were the prices OEI paid fair? • Why was such a large dividend paid out in relation to CFO and the change in cash and cash equivalents (CCE) (this becomes especially troublesome if CFO was artificially overstated by deferring payments, and total cash flow by selling off possibly productive capital assets)? • Why were some suppliers not paid last year? (They apparently accepted notes payable in exchange for accounts payable.) This year, they exchanged their notes payable for common shares, so that the Relacks' shareholding was diluted.
Many upsetting things to worry about in this short case. Perhaps the Relack relatives should think about hiring a lawyer! For our purposes, the case provides a nice little illustration of not only the preparation of a cash flow statement, but also how such an activity can work with an overall assessment of accounting and business decisions to gain some additional insight into an organization, all within the context of forming a judgment regarding QOE.
APPENDIX B Brief Description of a Short, Real Company Case Used to Complete the Introductory Module
Walt Disney Productions 1940 Students are provided with the stockholders' letter and audited financial statements, including notes, for Walt Disney Productions (as the company was then known) for the year ended September 28, 1940 (available from the authors, as provided by the Walt Disney Company), plus some additional contextual information as noted below. They are then requested to identify the financial reporting issues in the case and to garner evidence to construct an argument supporting their view of the company's QOE.
These were the first financial statements published by Disney, and were prepared as a consequence of the Preferred Stock issued to help overcome a financial crisis due to construction of the company's new studio. The studio was built because of the company's desire to produce additional full-length, feature animated films following its innovative and commercial success with Snow White and the Seven Dwarves. Several issues impact QOE, including Disney's accounting for its new feature animated films. Some of the contextual issues were noted by Amernic and Craig: While the audiences responded very positively to Snow White…there was always the risk that after the initial successes, the movie-going public would consider such films just a fad and would quickly lose interest. Disney's next animated feature, Pinocchio, released in 1940, fared poorly. It was a challenge to create and produce full-length, animated films involving cartoon characters that audiences would pay to see. The market for feature films of this type was new and unproven.
Additionally, Disney was struggling to maintain profitability in an environment characterized by a rapidly changing technology in animation and movie making. He was confronted by market uncertainty and considerable production risks posed by the challenges of new technology (i.e., coping with the special sound equipment requirements for Fantasia). It was a challenge as well to maintain control over costs while at the same time striving for better quality….
The European war…also had a major impact on the studio by limiting the company's ability to release pictures in any of the countries at war. This constrained the market for basic cartoon shorts and, even more importantly, for new features. Given the technological and cost-control risks associated with new, full-length, animated films, losing the potential to spread some of the market-acceptance risk was a serious blow-audiences in foreign markets might have resulted in a future stream of revenues even if the domestic market eventually regarded these films as mere fads. Furthermore, currency regulations, as well as fluctuations in foreign exchange rates, reduced the company's revenues from pictures already released in foreign countries. And even domestic cinema-goers might be less inclined to spend their disposable income on going to the theater, given the prospect of U.S. involvement in the war.
So, at the time Walt Disney signed the 1940 letter to stockholders, Walt Disney Productions was in a precarious position. It had to learn to master new technology. It had a product with a potentially vast market, but that market was largely unproven in the longer term. The European war was beginning to have an impact and seemed destined to create further havoc with film distribution and markets, both worldwide and domestically. (Amernic and Craig 2000, 54-55) 
APPENDIX C Brief Descriptions of More Complex Materials
Used during and at the End of the Course (1) EXAMPLE CAPSTONE CASE: NORTEL NETWORKS 10-K QOE ASSIGNMENT Coincidentally, in Fall 2000, this capstone assignment was given just before Nortel's dramatic share price collapse. Students were uniformly impressed with the efficacy of a close, careful examination of the financial statements, including notes, within the context of the important corporate and strategic information provided in the 10-K, in supporting a judgment that Nortel's QOE was rather poor, before the share price collapse. The assignment read as follows:
Assignment #2 (Teams of two; 20 percent; due start of class, Week 9) (a) Read Nortel Networks 1999 10-K report (filed with the Securities and Exchange Commission) and prepare a critical evaluation of the company's quality of earnings.
(b) Visit Nortel's web site, and describe generally how events occurring in the year 2000 might be expected to affect the company's quality of earnings. [The assignment should be about ten pages, exclusive of exhibits. Part (a) is worth 9/10 of th e total.] Nortel's 10-K was accessible via the SEC web site, the Canadian SEDAR web site, among other Internet locations. The assignment was due during week 9 of a 13-week course, so that most but not all of the more technical Intermediate Financial Accounting topics had been covered. We expected that students would spend considerable time reading and interpreting the important corporate, operational, and strategic information in Nortel's 10-K, which was all the more important since this leading Internet infrastructure company was in the midst of rapid and significant change (technological, acquisitions, etc.) at the time, and consequently its financial accounting decisionsmeasurement and disclosure-were conditioned by this unstable environment.
(2) WOOLWORTH SPECIAL COMMITTEE REPORT
Early in 1994, Woolworth Corporation issued a news release announcing the restatement of its interim earnings. The company promptly established a special committee of its board of directors to investigate allegations by a whistleblower that top management had pressured lower-level managers to report incorrect accounting information to head office. Woolworth provided a copy of the Special Report to us (available from the authors, as provided by the Woolworth Corporation), and we have assigned a 56-page excerpt to our students, along with the following preamble and questions: At the time of the Special Committee's Report, Woolworth and its subsidiaries operated a multinational retailing business selling a range of merchandise in over 8,000 locations. Among the company's chains: Woolworth; Woolco; Randy River; Northern Reflections; Foot Locker; Lady Foot Locker. The company also manufactured footwear and accessories. Woolworth was founded in 1879. The above preamble and questions provide just a hint of the richness of this case based upon the 1994 "Woolworth Committee Special Report." The report, similar to the Powers Report prepared by Enron's Board of Directors early in 2002, described in detail how "management override"-the pressure that senior corporate managers appeared to put on their subordinates responsible for subsidiary financial reporting to corporate headquarters to achieve EPS targets-resulted in inappropriate reported interim results. A major teaching/learning benefit of using this material is the vivid demonstration of the linkages among management accounting information, management control, financial reporting, and the quality of earnings.
The Enron affair provides instructors with a current opportunity for a similar assignment.
